BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIi:, k; :
TLED

In the Matter of the Application of

CALIFORNIA WATER SERVICE COMPANY (U 60 W),
a corporation,

for an order authorizing it to increase rates charged for
water service in its Chico District by $6,380,400 or 49.1%
in July 2008, $1,651,100 or 8.5% in July 2009, and by
$1,651,100 or 7.9% in July 2010;

in its East Los Angeles District by $7,193,200 or 36.5%

in July 2008, $2,034,800 or 7.6% in July 2009, and by
$2,034,800 or 7.0% in July 2010;

in its Livermore District by $3,960,900 or 31.2% in July
2008, $942,200 or 5.6% in July 2009, and by $942,200

or 5.4% in July 2010;

in its Los Altos-Suburban District by $5,172,500 or 30.5%
in July 2008, $1,189,100 or 5.4% in July 2009, and by
$1,189,100 or 5.1% in July 2010;

in its Mid-Peninsula District by $5,435,100 or 23.7% in
July 2008, $1,634,200 or 5.8% in July 2009, and by
$1,634,200 or 5.5% in July 2010;

in its Salinas District by $5,119,700 or 29.8% in July
2008, $3,636,900 or 16.3% in July 2009, and by
$2,271,300 or 8.7% in July 2010;

in its Stockton District by $7,474,600 or 29.0% in July
2008, $1,422,400 or 4.3% in July 2009, and by $1,422,400
or 4.1% in July 2010;

and in its Visalia District by $3,651,907 or 28.4% in July
2008, $3,546,440 or 21.3% in July 2009, and by $3,620,482
or 17.6% in July 2010;
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California Water Service includes its response to ALJ Thomas’ October 19 ruling as Appendix A. Please
note that Cal Water is only filing this response itself. All reference material is being served on the parties

to the Proceeding.

/s/ Thomas F. Smegal November 19, 2007
Thomas F. Smegal Date
Representative of California

Water Service Company

1720 North First Street
San Jose CA, 95112
408-367-8200
tsmegal@calwater.com



Appendix A

California Water Service Co.

CALIFORNIA WATER SERVICE COMPANY
2007 GRC Application 07-07-001 (Filed July 3, 2007)

Third Ruling of Administrative Law Judge Seeking Additional Information

Regarding California Water Service Company’s 2007 General Rate Case

Recipient: California Water Service Company
CWS Data Request No.: | Third Ruling of ALJ
CWS File Name:

Request Date:

October 19, 2007

CWS Contact:

Tom Smegal

Due Date:

November 19, 2007

CWC Contact Phone No.:

408-367-8219




Q l.i.a) Formal Application — Work papers
WP 6-B1. What is the Water Awareness Committee of Monterey County?

Response
The Water Awareness Committee of Monterey County (WAC) is a non-profit

organization made up of representatives from all water agencies and cities on the Central
Coast. The primary purpose of the WAC is to promote water conservation. The WAC has
implemented many quality projects on the Central Coast: The following will list some of
the accomplishments:

v Developed a Water-Wise Gardening in Monterey County CD that is available to
the public.

v' Performed many in-school programs that teach students about the importance of
water conservation and not polluting our streams, rivers and aquifers.

v' Participated in local events such as Earth Day, conservation fairs, Chamber of
Commerce events, etc. During these events literature is passed out to visitors
along with water saving devices such as low-flow shower heads, water nozzles,
etc.

v" Provide speakers for different events to teach water conservation.



Q 1.i.b.) Formal Application — Work papers California Water Service Company, Salinas,
Advance Capital Budget, 2007 (page 5 of 16), 2008 (page 10 of 16), and 2009 page 14 of
16. You plan to replace several vehicles based on a standard formula. Is that formula

appropriate given the current durability of vehicles?

Response

Please see Cal Water’s response to your first information request, question 1.(g). No
party has introduced evidence in any Cal Water proceeding that “the current durability of
vehicles” is any different than in prior years. In A.06-07-017, both DRA and Cal Water
stated that no studies had been done on vehicle replacements. While several parties have
made anecdotal references to warranties or other factors, the Commission should consider
the following key points before jumping to a conclusion:

e Most of Cal Water’s vehicles are trucks in utility use. The patterns of wear on
utility trucks are different than vehicles generally.

e Anecdotally, the cost of vehicle repairs and maintenance has increased more
quickly than the cost of the vehicles themselves. This may change the timing of
cost-effective replacements.

e Cal Water’s rate base is credited with the salvage (resale) value of replaced
vehicles. If the marketplace perceives additional life in Cal Water vehicles, it

should be reflected in increased salvage value.



Q l.ii.a.1) Table of Contents (In the project justification book)
Page 1. Provide further justification of the need for a new customer service center

($4,320,000), and accompanying furnishings ($259,200). See questions re Tab 26.

Response

The new customer center and accompanying furnishings were removed from
consideration for the 2007 GRC, and as such were not included in utility plant. The table
of contents for the project justification book sent to the ALJ was apparently an earlier

version that still listed the projects.



Q l.ii.a.2.) Table of Contents (In the project justification book)
Page 3. Provide further justification of the need to acquire property for a new
customer center and operation center office and yard ($5,670,000, project #00011478).

See questions re Tab 26 below.

Response

The new customer center, land and accompanying furnishings were removed from
consideration for the 2007 GRC, and as such were not included in utility plant. The table
of contents for the project justification book and other documents sent to the ALJ were

apparently earlier versions that still listed the projects.



Q 1.ii.b) Tab 4 et seq. Provide the name/title of preparer for each job that does not have

one.
Response
Below is a list of the preparers and their titles.
Tab |Project |[Name of Preparer|Title
4] 13155]Jan Kooy Manager of Electricl Engineering
5| 14587|Girlie Jacobson |P.5 Senior Engineer
6| 15782|Girlie Jacobson |P.5 Senior Engineer
8| 15804|Girlie Jacobson |P.5 Senior Engineer
9| 15810{Nelson Lui P.4. Engineer
10| 15832|Girlie Jacobson |P.5 Senior Engineer
11 9148|Erin McCauley Manager of Design
12| 9210|Erin McCauley Manager of Design
14| 15785|Erin McCauley Manager of Design
24|  9147|Erin McCauley Manager of Design
25|  9209|Erin McCauley Manager of Design
26| 15544|Erin McCauley Manager of Design
27| 15885|Erin McCauley Manager of Design




Q l.ii.c) Tab 5. [PID 14587] Why was the budget accommodated to a 1-million gallon

tank if a 1.5 million gallon tank was needed/installed?

Response
In 2004, when PID # 12565 (Phase 1) was prepared, the Water Supply and Facilities

Master Plan (WS&FMP) was not yet complete. At that time, based upon the information
available, the recommended tank size was 1 million gallons. However, the completed
WS&FMP (2005) recommended additional storage of 1.2 million gallons. Also, the
system had experienced a loss of well production due to water quality issues. Therefore,
overall tank size was increased from the original 1 million gallons to the constructed 1.5

million gallons.



Q l.ii.d) Tab 6. [PID 15782] Is the 1 million gallon tank discussed here different from
tank discussed at Tab 5 [PID 14587]? Were two tanks needed/installed?

Response
Yes, the tanks discussed in Tabs 5 and 6 are two different tanks. The 1-million gallon

tank discussed in Tab 6 is located in 280 pressure zone and the 1.5-million gallon tank
discussed in Tab 5 was constructed for pressure zones 155 and 180. Both tanks were
needed as noted in the Water Supply and Facilities Master Plan. The 280 pressure zone
had a storage deficit of 3.62 million gallons before its new tank was constructed and the
155 and 180 pressure zones had storage deficit of 1.2 million gallons before its tank was

constructed.

10



Q l.ii.e) Tab 16. [PID 16686] Does this project duplicate/overlap with those at Tabs 15
and 28? [PID 16668 & 16931] Why are leaks not documented, and how does the District

Manager estimate leaks without such documentation?

Response
Projects 16668 (Hall Road and Elkhorn), 16686 (Hall Road) and 16691 (Elkhorn Road)

are all separate projects and are not duplicated. The projects are close together in location

and can be viewed as a phased project.

Project 16668 leaks were documented in the justification on page 1:
1. July, 10, 1992

September 29, 1992

December 23, 1994

March 11, 1996

March 11, 1998

July 13, 2004

September 16, 2004

December 8, 2005

February 23, 2006

A e A e

Project 16686 — This is a 2” standard steel water main that provides very little fire
protection and has had many leaks. Cal Water purchased the system from Water West in
1988. Water West did not keep leak records. After Cal Water took over the system,
unfortunately our leak cards were misplaced during a supervisor transition. However, it
was determined that approximately 10 to 12 excavation patches existed in the travelled
roadway, not taking into consideration the leaks that Water West repaired.
Project 16931 — Noted below are the documented leaks for this section of main:
1. 329 Elkhorn Road — 7 /10/1992
2. 329 Elkhorn Road — 9/29/1992
3. 435 Elkhorn Road — 12/23/1994
4. 435 Elkhorn Road — 2/23/2006
5. 329 Elkhorn Road — 9/29/1992

11



6. 435 Elkhorn Road — 4/2/2007
7. 435 Elkhorn Road — 7/9/2007

12



Q L.ii.f) Tab 17. [PID 16929] No materials included behind this tab; was this intentional?

Response

This was not intentional, but merely an inadvertent error. Included is a copy of the

project justification for tab 17. (Attachment SRT-3 no. 1.ii.f)

13



Q l.ii.g) Tab 21. The back-up documentation does not appear to relate to iron/manganese

treatment. Please provide relevant documentation to justify the $743,300 expense.

Response
Below is a line by line breakdown of costs associated with PID 17000. Also, attached is

documentation justifying the costs as set at the time the project was written. (SRT-3 no.
1.11.g attachment 1) All costs were estimated based on similar projects and engineering

judgment.

14



Q 1.ii.h) Tab 22.

(1) This tab provides a helpful Water Supply Assessment for a small part of
Monterey County. Do such assessments exist for the eight districts covered by
the current GRC? If so, describe.

(i1) On page 13 of the Assessment, you state that ““ in Cal Water districts where
[conservation and best management practices] have been actively promoted, Cal
Water has been able to reduce projected water demand by 10%.” To which
districts do you refer?

(ii1))  On page 14 of the Assessment, you state that “upon transfer of ownership of the
Rancho Los Robles water system to Cal Water by the developer, the water system
will be incorporated into Cal Water’s capital improvement program.” When will
the transfer occur? Are you requesting the funding under this Tab now, or at
transfer?

(iv)  On page 15 you identify a May 2005 Master Water Supply and facilities Plan.
Please furnish a copy if you have not done so already, or a citation to where the
copy appears if you have done so.

%) On page 18 you state that “the Rancho Los Robles development would result in a
net positive reduction of consumptive groundwater use....” It seems

counterintuitive that a new development would reduce groundwater use; explain.

Response

(1) Water Supply Assessments are required to be prepared per the provisions of
SB 610. Therefore, any of the eight districts that had projects that met the
criteria outlined in SB 610 would have had a Water Supply Assessment
prepared for that project. Attached as SRT-3 No. 1.ii.h (i) is a document
addressing the provision of the bill.

(i1) Cal Water is unable to verify or document the claim at this time.

(ii1))  The water supply assessment is an independent document issued to comply
with provisions of state law. The purpose of providing the document was to
demonstrate a need for water supply that could be met by the project. Cal

Water is constructing this project to meet the defined need. The section to
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which you refer is required by the statute to address the ongoing capital
improvement and financing needs of a new system. While Cal Water
anticipates the development to be in service in 2008, it does not anticipate any
near-term capital improvements necessary in addition to the water supply
project and facilities advanced by the developer. Cal Water is not requesting
funding for any additional capital improvements at this time. Cal Water is,
however, requesting funding for the iron and manganese treatment project.
This project must be completed in advance of customer hookups, or those
customers may not have necessary water supplies.

(iv)  Cal Water’s Salinas Water Supply and Facilities Master Plan has been
provided in response to your second information request.

(v) All calculations used to make that conclusion are shown on the preceding
pages. The area to be developed was in agricultural production using
groundwater for irrigation. The assessment calculates that residences on this
site will use less overall water than the prior agricultural use.

Q 1.11.1) Tab 23. Please furnish a copy of the "Feasibility Study for Long-Term Water

Supply for the Salinas District," or a citation to where it appears in the record.

Response:

The Feasibility Study for Long-Term Water Supply for the Salinas District is a
confidential report that reveals critical station locations. A copy is included as an
attachment to be viewed only by ALJ Thomas and DRA staff. Cal Water requests that
this information be destroyed or returned to Cal Water at the end of the proceeding.

Unfortunately, Cal Water is unable to create a redacted version of this study at this time

16



Q 1.i1,j) Tab 26. [PID 15885] New customer service center. Have there been any
incidents in which your employees have been victims of crime at the existing office?

Describe. How long has the existing office been in the existing location?

Response

There were initially three projects associated with a new Customer Service Center for the
Salinas District to be included with the 2007 GRC. However, due to the total capital
improvement program proposed for the Salinas District aside from a new Customer
Service Center, Cal Water decided to defer these projects until the 2009 GRC. None of
the costs associated with PIDs 11478, 16832 and 16835 were included in utility plant for
2007, 2008 or 2009 for the 2007 GRC.

17



Q l.ii.k) Tab 27. [PID 16691] The supporting documentation has nothing to do with the
request for furnishings for the new office facility. Please provide supporting

documentation.

Response

Tab 27 contains the justification for PID 15885, replacing electrical equipment. It appears
from the several references to tabs with mismatched descriptions that the project
justification book that you received is not an updated copy. A copy of the latest

justification book will be forwarded with the hard copy of the response.

18



Q l.ii.]) Tab 32. [PID 17232] The documentation states that Well 24-01 “is showing
dramatic increase in nitrates in the last 3 years, and is expected to exceed the MCL in
2009 or 2010.” Is there any way to trace the source of the dramatic increase in nitrates

and mitigate it at the source? Explain.

Response
The Regional Water Quality Control Board and the Department of Toxic Substances

Control are the agencies responsible for determining the origin of contamination, and
who pays for the expense to clean it up. Even though nitrate is a contaminant, and it does
not naturally occur in groundwater aquifers, regulators do not attempt to determine who
the responsible party might be. Nitrate is considered a non-point source contamination
because it comes from application of fertilizer to fields, septic tanks, and animal waste,
primarily from large feed lots and holding areas. There is no mechanism is place to
ensure that farmers are applying fertilizer at proper amount, or that the sole contributor is

from animal waste.

19



Q l.iii.a) Results of Operation and Prepared Testimony - Page 26

(1) State whether, as you assumed when you filed your application, the
Spreckels Water Company contract has been discontinued. If not
discontinued, explain how you allocate costs/revenues from the
contract to ratepayers and unregulated operations.

(i)  Explain the allocation of the Foothill Estates contract, and how it
complies with the allocation requirement of D.03-09-021.

(i)  Verify the $5,700 customer credit from the CWS Ultility Services’ ESP
program is a total figure for Salinas. State how the allocation meets

the allocation requirements of D.03-09-021.

Response

(1) The Spreckels Water company contract has been cancelled as of November 1, 2007.

Please see the attached letter.

(i1) The Foothill Estates Contract is fully allocated. This contract is for operation of a 79-
customer mutual water system. Cal Water does not bill the customers of Foothill Estates.

The following summarizes Cal Water’s cost allocation to this contract:

District Labor — Direct Billed

District Mileage — Direct Billed

General Office Expenses — Flat allocation of $50/month plus allocation of benefits from
direct charges.

General Office Rate Base — Cal Water fully allocates general office rate base to
unregulated contracts. The effective allocation of General Office rate base for Foothill
Estates is 0.006% or around $2,600 in the estimated test year.

District general plant — Cal Water believed that due to the size of the contract, the district
general plant allocation would be insignificant. However, upon review, the contract

should receive a 0.3% allocation of general plant (under Cal Water’s method of allocating

20



by relative customer count). This should be a $4,900 plant allocation (of recorded 2006

general plant net of depreciation.)

(ii1) While the ESP revenue sharing is calculated correctly based on the excess capacity
decision (D.00-07-018), the Commission will soon rule on the disposition of this program
in relation to A.06-07-017. Cal Water will comply with the Commission’s decision in

this matter.

21



Q 1.iii.b) Results of Operation and Prepared Testimony - Page 29. Explain your
statement regarding Foothill Estates that, “No adjustment is made from general plant due

to the insignificant nature of the contract.”

Response

Please see the response to (ii) above. Cal Water should have allocated approximately

$4,900 of general plant to this contract.

22



Q 2.i.a) Formal Application — Workpapers — WP 6 - Ala. You show a charge for
Institutional Advertising. See D.96-12-074, 70 CPUC 2d 88, 135-6, quoted in D.03-09-
021, disallowing allocation of such expense to ratepayers. For all of the districts at issue
in this GRC, please identify any institutional Advertising expense charged to ratepayers,

and either reallocate to shareholders to justify the current allocation.

Response

D. 96-12-074 states and Cal Water quotes “Reasonable marketing and advertising
expenses are allowable for ratemaking. The key factor in determining recovery is
whether a particular advertisement is institutional advertising and goodwill, to be paid
for by the owners of the utility, or whether it benefits the ratepayers, whereby it should be
an expense for ratemaking purposes. And since all advertising which has the utility’s
name on it is to some extent institutional and promotes goodwill, we must assure
ourselves that, even though advertising is directed to informing customers of services and
assisting customers, it is not used to such extent that its promotion of goodwill obscures

its promotion of ratepayer benefits.”

The key provision in this passage is that the Commission must ensure that advertising ...
is not used to such extent that its promotion of goodwill obscures its promotion of
ratepayer benefits.” Cal Water believes its expenses for institutional advertising are
within reasonable bounds. Cal Water’s test year estimate of total institutional advertising
is less than $0.05 per customer per year in seven of eight districts. Livermore proposes to

spend $0.08 per customer in the test year, exclusively on promotional items.

Most of the charges in the recorded period were for promotional items for open houses
and conservation/community fairs (like sports bottles, pencils, and key chains). These
functions benefit the ratepayers because they gives customers an opportunity to learn
various aspects of water service (including water quality, water supply/conservation, and
their water system). It also gives them an opportunity to interact with and get to know

the employees who serve them.
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Institutional Advertising Charges proposed by District

Estimated 799200
expenses, 2008-9 test

District year ($ in thousands)

Chico 0.6
East Los Angeles 0.9
Livermore 14
Los Altos 0.3
Mid-Peninsula 0.7
Salinas 1.2
Stockton 0.7
Visalia 1.0
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Q 2.1.b) Formal Application — Workpapers — Wp6-B1. Stockton District; Dues and
Donations. Why are charges for “Business Leadership Summit” ($5,000) and “San
Joaquin County/Dept of Public Works” ($20,000) included in dues and donations, and
why are they charged to ratepayers?

Response

The Business Leadership Summit charge in the amount of $5,000 was inadvertently left
in the expenses. This expense should not have been charged to the ratepayers and should

be removed from the ratemaking basis for this expense.

The San Joaquin County/Dept of Public Works dues in the amount of $20,000 is the
membership fee for the North Eastern San Joaquin County Ground Water Banking
Authority.

Cal Water Holds a Seat on the Board. The Group is comprised of the Cities of Stockton
and Lodi, San Joaquin County and a few of the area Irrigation Districts.

This group was formed by San Joaquin County and is focused on protecting and
enhancing the ground water basin. The basin in this area is not adjudicated, and all
agencies must work cooperatively to ensure its sustainability. This effort must include

both the Municipal users and the agricultural users.
An Integrated Regional Water Management Plan has been completed, and grant funding

is now being sought. If successful, customers in the Stockton region will benefit greatly

by this effort.

25



Q 2.i.c) Formal Application — Workpapers — Wp-8B1. You plan to retire several vehicles.
Is retirement appropriate given the current durability of vehicles? See e.q., California
Water Service Company, Stockton, 2007 Advance capital Budget, page 5 of 23
(proposing to replace vehicle with 34,000 miles on it). See also pages 12, 21 of 23.

Response
See response for No. 1 i.b. The vehicle with 34,000 miles on it is eight years old,

meeting both the existing criteria and DRA’s proposed vehicle replacement criteria from

A.06-07-017.
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Q 2.1.d) Formal Application — California Water Service Company, Stockton, 2007
Advance Capital Budget, pages 5-7 of 23. You list a charge of $1,053,000 to construct a
new customer service center, and $162,000 for furnishings for the center. Provide further
justification of the need for a new customer service center. You seek $648,000 to
continue construction of a new customer service center. State where the Commission
approved the initial construction, when construction started, and amounts expended to
date. See also Stockton Carryover projects, showing a charge of $68,000 for architectural

design of the new customer service center.

Response

The justification for the project is contained in Tab 10 of the Project Justification book
for the Stockton District, a copy of which is included with the overall response to the data
request. The Commission has not as yet approved construction of the new customer
service center, therefore Cal Water has chosen to wait until it can confirm the project will
be included in rates before starting construction. The amounts expended through October
31,2007 are $31,975.50, primarily for the consultant to prepare the initial report on the
options for the customer service center. This is noted in the attachment as a reference to

this response for Cal Water PID 00015550. Also, see response in SRT-3 No. 2.ii.d.
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Q 2.ii.a.1) Table of Contents Page 6. You request $194,000 for furnishings for the new

customer service center. See questions in (2)(1)(d).

Response

See the response in 2.i.d.
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Q 2.i.b) Tab 1 You state this project was the subject of a settlement with ORA. Did the
settlement allow you to request the same amount in a subsequent GRC? Same question
for Tabs 2, 3,4, 5, 8 and 9. Are you seeking to carry out other projects in Stockton (or
other districts) that were subject to settlement in an earlier GRC? If so, did the settlement
provide simply for deferral of the project(s), or for foregoing the project(s) altogether?

Explain.

Response

The ORA settlements simply covered what would be included in rates in the test year and

first escalation year. No project sought in this GRC was previously rejected by DRA or

the Commission on the merits of the proj ectl. The settlement in A.04-09-028 did not

direct that Cal Water permanently forego any project.

Cal Water is likely requesting funds from ratepayers for projects that were originally
included in A.04-09-028. The settlement in that proceeding identified the amount of
capital improvements to be included in rates in the 2005-6 test year or the 2006-7
escalation year. If the settlement did not include funds for those projects in rates, it did
not dictate whether the project would be included in rates at a different time. As a
background point, most differences between DRA and Cal Water plant estimates in past

rate cases have dealt with the timing or cost of projects, not project merit.

1 Some vehicles and equipment requested in A.04-09-028 were not included in rates if the
position requiring the vehicle or equipment was not included in the settlement.
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Q 2.1i.c) Tab 6. You state that "The Stockton District has more leaks per mile of main
than any other Cal Water District." Is there evidence of this fact, and can you explain

why Stockton has this problem? How old is the "older unit" (Vacuum truck)?

Response

Stockton averages 0.4 leaks per mile of main per year. Other Cal Water Districts have a
range of 0.05 to 0.2 leaks per mile of main per year. There are many factors than can
contribute to main leaks. For example, soil conditions, pressure fluctuations, temperature
changes related to environment creating soil expansion/contraction, water quality
parameters, type of material and age of material. In Stockton, the primary factor would

be the age of the mains. Please reference attachments 1,2 and 3 for 2.ii.c.

The older Vac-trailer was purchased in 2000 (PID#770). This is a much smaller unit than
budgeted for 2007. The smaller unit is more suited for smaller service leaks, cleaning out
valve cans and large meter vaults. The new unit is a larger capacity vehicle with the Vac-

unit attached. The new vehicle is designed more specifically for main leaks.
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Q 2.ii.d) Tab 10. This tab seeks $1,215,000 for the new customer service center. How
many employees will occupy this new center? Are you pursuing “Adaptive Re-Use of the
existing station one building for a customer service facility” (scheme D), which is

identified as an option “worthy of serious consideration™? If not, why not?

Response

There will be 26 District employees in the new customer service center - three
management personnel, 13 Customer Service Representatives, five meter readers, three
servicepersons, and two collectors. In addition, there will be four General Office

employees with offices in the customer service center.

Cal Water will be using the existing building structure (referred to as Station 1
currently). Most of the construction will take place inside the structure, with moderate
exterior work to the shell. Parking lot and landscaping modifications will also be
required. Important aspects of using the existing structure are:

1. It is not used much currently and is available.

2. Cal Water does not lose the required parking space by building a new structure or

adding onto the Field Operations Center building.
3. There is community support to beautify and use an older and somewhat historic

structure.
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Q 2.ii.e) Tab 11. The description states the contract has been awarded and work has
already started. Is it permissible under Commission rules or precedent to seek funding
for a project after the contract is awarded and the project work started? Cite the relevant

authority for this position.

Response

Until your set of questions on this subject in this general rate case, Cal Water is not aware
of any Commission interest in directly supervising all the capital projects undertaken by a
water utility. Should your interest turn into policy, it would paralyze the capital
improvement program of water utilities in direct contradiction of the Commission’s
Water Action Plan. That plan sets streamlined regulatory process and increased

infrastructure investment as primary goals.

Cal Water and other utilities routinely sign construction contracts for capital projects that
have not been directly identified in rates. As stated previously, the Commission does not
routinely approve specific capital projects except in limited circumstances. The
Commission approves rates for a projected future test year based on projected capital

improvements, among other things.

The Commission is always free, in the course of its regulatory prerogative, to not include
a particular capital improvement in the utility rate base. Such disallowance would be
accompanied by a finding that the improvement was not in the public interest. Cal Water
obviously takes this risk in undertaking a project without prior approval. However, Cal

Water is confident that its improvements are in the public interest.
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Q 2.11.f) Tab 12. Page 3 identifies Cal Water’s Continuous Improvement Process and
Continuous Improvement Team. Provide a list of all the projects that have been identified
as a part of this process by the team. Do any of the projects seek to save costs for

ratepayers? If so, identify them.

Response

Cal Water’s Continuous Improvement Process is a company-wide effort that all
employees participate in. It has been in use at Cal Water for over ten years. Employees
form continuous improvement teams to evaluate internal processes and propose cost-
effective improvements to these processes. In that sense, all Continuous Improvement

projects seek to save money for ratepayers.

There are no other Stockton Continuous Improvement projects that have resulted in
capital projects in this rate case. The Jensen Yard project seeks to meet our operational
needs. This project will increase our operational process efficiency & effectiveness,
which will enhance our ability to serve our rate-paying customers. Cal Water has been
notified by San Joaquin County and the City of Stockton that existing conditions of the
facility must be corrected in order to comply with National Pollutant Discharge
Elimination System (NPDES) & Storm Water requirements. Without improvements, the
District faces penalties up to $10,000 per/day if issued an official violation. Both
agencies are willing to work with Cal Water, but Cal Water must show immediate and
ongoing efforts to make the required modifications to the facility. In a meeting in 2006,
Cal Water informed them that it had this project budgeted for 2007. Cal Water is

currently in the design phase.
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Q 2.11.g) Tab 13. The Source Group, Inc. proposes a contract involving two days of work
in the amount of $20,594. This suggests they are being paid more than $10,000 per day.

This seems expensive; please explain the calculation.

Response
The high per day cost was primarily driven by the use of large proprietary equipment

available only through the consulting firm. Please see the attachment for a detailed

breakdown of the costs.
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Q 2.ii.h) Tab 17. [PID 16821], see also Tab 18 [PID 16823]. The Cal Water — 2006
Inspection Memo recommends that Cal Water contact the San Joaquin County
Department of Environmental Health and arrange a plan and schedule for destroying the

abandoned wells. Has this occurred? Explain.

Response

Cal Water did not contact the San Joaquin County Department of Environmental Health
(County) to arrange a well destruction plan and schedule since this project is for a well
modification rather than a well destruction. The reference to the inspection memo is a
reference to the procedure in the event that a well cannot be modified to reduce the

arsenic level below 10ppb (parts per billion).
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Q 2.11.1) Tabs 21, 22, 24, 25, 26, 27, 33, 34, 35, 36 and 37. [PIDs: 16843, 16846, 16904,
16925, 17020, 17022, 16872, 17023, 17024, 17028 and 17048 respectively]. The need for
these projects is not well documented. Supplement the record to better justify the

proposed expenditures.

Response
See the enclosed documents that provide additional information/justification for the

projects noted above.
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Q 2.11,j) Tab 28. [PID 17394] Has anyone traced the source of the TCE plume? Is any

mitigation of the plume occurring? Explain.

Response
The Regional Water Quality Control Board was informed of the contamination, but they

have not determined a responsible party. Clean-up/mitigation will not begin until a

responsible party has been identified.
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Q 2.1ii.a) Page 24. Is the referenced Report on Unregulated Operations in the record? If

so, state where, if not, please produce it.

Response

The Report on Unregulated Operations was provided to ALJ Thomas and DRA at the
beginning of the proceeding. However, a copy is attached. The document was intended
to respond to and comply with a settlement between Cal Water and ORA in connection

with D.05-07-022.
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Q 2.iii.b) Page 36. If the Water Supply and Facilities Master Plan referred to here is

already in the record, indicate where. If it is not, please produce a copy.

Response

Stockton does not have a completed master plan at this time. Its completion is scheduled

for early 2008.
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Q 2.1ii.c) Page 37. Why were some projects cancelled, and others re-budgeted in future

years. Did the Commission authorize such action?

Response

Cal Water cancels projects that are no longer necessary. Cal Water “defers” projects to
future years if a higher-priority project must be unexpectedly completed in a given year
or if higher-priority project goes over budget. Cal Water’s capital project philosophy is
to manage to the overall budget underlying rate recovery. Only if additional expenditures
are required for important water supply, water quality, or safety needs, will Cal Water

exceed its budget in a particular year.

Cal Water’s budget of capital improvements is its own. The Commission ratemaking
process authorizes Cal Water a particular set of rates based on a projected revenue
requirement for a future test year. Except where specifically ordered (such as in an advice
letter), the Commission does not approve the company to construct an itemized list of
capital projects at itemized costs. Doing so would be extremely shortsighted public policy
because it would not allow the utility to respond to customer needs. Cal Water has an
obligation to provide safe and reliable water service to its customers. The capital and
expense needs to provide this service are constantly changing due to changes in costs,
changes in regulations, and other unanticipated events. The Commission always has the
opportunity to review the costs of facilities or any other aspect of the utility’s operation.
Cal Water takes a risk in constructing facilities that were not presented to the
Commission in its rate case budget, or in cancelling projects the Commission reviewed in
its last GRC submission. The risk is that the Commission will review Cal Water’s
rationale for the project changes and find that those changes were not in the public
interest. In that case, the Commission would prospectively deny recovery of those costs
in rates. However, Cal Water is confident that its management of capital improvements is

in the public interest.
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Q 2.1ii.d) Page 43. The statement that “Cal Water cannot request recovery of an
uncollected balance more than three years old” seems contradicted by the statement that

“Cal Water requests to amortize this balance over two years....” Explain.

Response

Please see Cal Water’s response to question 5.ii.(c) of your September 25 ruling.
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling2
filed September 11, 2007)
(e) Were any of the new positions requested rejected/deferred in prior
GRCs? If yes, provide a table showing the applicable positions, where
they were rejected/deferred, and if rejected, your explanation for

seeking them here.

Response: The Purchasing Department had an Intermediate Clerk position
that was not included in the adopted settlement. Due to new
insurance requirements, the Purchasing Department is
requesting the Intermediate Clerk in this GRC. The clerk’s
primary responsibility will be to address insurance issues with
district personnel and vendors. Also, Cal Water’s contractor
authorization program, which allows contractors to perform
certain work without a purchase order, is being discontinued.
As a result, that work must be covered under Cal Water’s
master service agreements within the individual districts. All
vendors will be required to have a purchase order for work in
progress. This requires additional personnel to handle the

increase in requisitions.

In the prior GRC, the Administration Department requested
three Staff Auditors that were not included in the adopted
settlement. In this GRC, Cal Water is requesting a Senior
Auditor position. As explained in the justification, Cal Water
needs to increase its auditing staff to meet the demands of the
Sarbanes Oxley Act, and minimize the work performed by

external auditors.

2 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Administration requested a VP of Administration and
Corporate Relations in the 2004 GRC. This was not included
in the adopted settlement. In this GRC Administration is
requesting a VP of Community and Governmental Relations.
While similar, the requested position will focus on various state
and local issues that affect our water supply, service delivery or

other issues important to our customers.

Field Maintenance requested in the last GRC a number of
personnel for a flushing program that were not included in the
adopted settlement. As explained in the justification a pilot
program was conducted and a different flushing program with
different positions (Flushing Foremen) was recommended from

that envisioned in the prior GRC.

Field Maintenance requested two Electrical Mechanical
Technicians in the prior GRC that were not included in the
adopted settlement. Cal Water in settlement agreed to defer

these positions to the 2007 GRC.

Water Quality requested an Environmental Affairs Project
Manager in the prior GRC that was not included in the adopted
settlement. Cal Water in settlement agreed to defer this

position to the 2007 GRC.
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling3
filed September 11, 2007)
(f) Provide a Cal Water organization chart for its General Office

operations.

Response: The Organization chart for Cal Water’s General Office is in the
Adobe Acrobat file titled: “ALJ 3™ Ruling Q. 1f — CWS Org
Chart.

3 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling4
filed September 11, 2007)

(g) WP5-B2a, page 4 of 4.  What is the result of Purchase Orders not

being issued for all purchases? You state that "In 2004, without a formal

process, we incurred additional audit fees." Why do you base your

testimony on 2004 rather than a more recent period? Under "Cost

Accountant”" you state that "there are variances that need to be analyzed

on a monthly basis to insure that the Company and our rate payers are

paying the proper amount for its water production costs." Have any

errors been discovered in ratepayer charges? If so, detail them.

Response:

Purchase orders allow Accounting to track committed funds,
match invoices presented to authorized purchases and receipts,
and to estimate accruals for un-invoiced capital and expenses
in accordance with generally accepted accounting principles.
When they are not issued, there is a possibility of understating

liabilities, CWIP, and expenses.

The testimony uses 2004 because that is the year Cal Water’s
external auditors, as part of their subsequent disbursement
review, noted over $6 million in invoices received were for
work done in the audit year, but not recorded in Cal Water’s
liabilities at year-end. Because it was a significant amount, it
required them to do additional testing that resulted in an

additional expense to CWS.

Cost Accountant: Cal Water’s presently has a position within
the Rates Department to review and sign off on water

production invoices. The annual expense of purchased water,

4 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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pump taxes and electric power represent nearly 40% of total
operating expenses for Cal Water. Timely payment of invoices
avoids large late payment penalties. Some of the purchased
water vendors apply large penalties for late filing of production
reports in addition to late payment penalties, upwards of 10%
of the monthly invoice amount. In the past, Accounting
discovered errors in billing, and has requested corrections from
the vendor. However, a Cost Account position is needed to be
able to do a more thorough review of these large expense
items. For example, there are over 1,300 power invoices

received that need to be reviewed and approved.
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Q3. General Office
Formal Application — Workpapers (continued from First Rulingd
filed September 11, 2007)
(h) WP5-B2b, page 2 of 3.  Did the KPMG work you discuss in this
document reveal any problems in the company's financial or regulatory
reporting that affected ratepayers? If so, give details. Page 3 of 3.
Produce the referenced audit report issued by KPMG.

Response:  The KPMG work discussed did not reveal any problems in the
company’s financial or regulatory reporting that affected

ratepayers.

The referenced audit report is part of Cal Water’s Form 10-K
report to the SEC for 2006. It is provided below.

S First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
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Item &  Financial St and Supplementary Data.

Report of Independent Repistered Publie Accounting Firm

The Board of Directors and Stockhoklens
California Water Sesvice Group:

We have mslited the sccompanying consodidated balance sheets of California Water Servics Growp and
subaidiarses s of December 31, 2000 ond 2003, and the related consolidsted statements of income, commmon
stockholders” equity and comprehensive income, and cash Bows for each of the yeus in the theee-year period ended
Decernber 31, 2006 These comsodidated financial statements are the respoasibility of the managemeant of Califormiz
Whater Srrvice Groap Ohr respongihilify is o erpress anonpinion on these conenlidaeed financial statements boeed
an our audils

We conduetad our sudits in accordance with the standards of the Public Company Accounting Ovessight Boerd
{United States). These standards requize that we plan and performn the audil to cbrain reasoasble assurance bout
whether the financial siatements are free of meterial missiatement. An aodit includes examining, on a test hagis,
evidence supporting the amounts and disciosures in the financial stalements . An awdit alsa includes assessing the
sceounling principles wsed and sipnificant esdmates made by manspement, ns well as evaluating the overall
financial statement presentation. We believe that our audits provide & reasonable basis for our opinion

I our epinien, the consolidated fnanclal statements refered 10 above presens falrly, in all material respects,
the financial position of Califoomia Water Service Group and subsidiaries as of December 31, 2006 and 20035, and
the resulis of their operations and thekr cash flows for each of the years in the three-vear period ended December 31,
2006, in conformity with U5 generally sccepted sccounting principles

Ag discussed in Note 2 1o the Consolidated Financial Ststements, effective January 1, 2008, Califomia Wates
Service Group edopled the provieions of Statement of Financial Accounting Standards (3FAS) Mo, 123 (revised
2004, Share-Based Pryment, end effective December 31, 2008, California Watar Servics Group adopsed the initial
funded statos racognition and disclosare provisions of SFAS No. 158, Emplovert Accounring for Defined Benefir
Penslon and Other Posredivemens Plans. In addition, California Water Servics Group changed its method for
quantifying errors in its [maneial galemeats in 2006

‘We also have aodited, in accordance with the standards of the Public Company Accounting Crversight Board
{United Suies), the effectiveness of insermal coniral oves financial reparuing of Californss Waler Service Group amd
subgidiaries ag of Decamber 31, 2004, based on criteria established in Intermal Corrrol — Iiegrared Framework,
isgued by the Committes of Sponsoring Organizations of the Trestway Commission (COS0N, and our repon dated
Mdasek 9, 2007 expreseed an unquakified opinion on management’s ssesament of, and the effective operation of,
internal control over financial reporting

s/ KFMG LLP

Muountain View, California
Mazseh G, 2007
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Report of Independont Registered Public Accounting Firm

The Broard of Directors and Swockholders
Californin Water Service Gioup:

W have andited management’s nsssssmeat, included in the sccompanying Management's Reort on Intermal
Control aver Financial Reporting, that Califomia Water Service Group and suhsidiarkes maintained effective
intemal control over financial reporting a5 of December 31, 2006, based on the criteria established in fnrermal
Cantrol — letegrated Framewerk, isued by the Committes of Sponsoring Organizations of the Trendwoy Comm-
mizsion (COS0) Mansgement of Coliforsia Water Service Group Is responsitile for maintzining effective imemal
contral over finonciol reporting and for its assessment of the effectiveness of internal control oves finencial
meporting. Owr respensibility is to express an opinion on masagement’s assessment and an opinion on the
effectiveness af the interral conbol ower Fnanelsl mupsting of Colifcinia Water Servise Group and subsidisaica
hased on our audis.

We conducied sur audit in acoordance with the standards of the Public Company Accounting Oversight Board
(Unized Staes). Those standards require that we plan and perform the padit to obtin reasonable assorance aboat
whether effective internal control over financial reporting was maintained in all material respects. Ouar audit
incladed obtsining an understanding of fntesnal contol over financial reporting, evoluatng MmAnagEment’s
assesament, testing and evaluating the design and cpesating effectiveness of intemnal ¢ontrol, and performing
such other procedures as we considered necessary in the ciscomstances We believe that our audit pravides a
rzasomable basis for our apinion

A campany's internal control over financial reporting is a pracess designed 1o provide reasonable assurance
regarding the relinbility of fimancial reporting and the preparation of financia! stuements for extemmal purposes in
accordance with gencrally acceptad aceounting prineiples. A company’s internal contrl aver Fnancial repoeting
includes those policies and procedures thar (1) pertain to the mainienance of records that, in feasonable detail,
accuratzly and fairly reflect the transactions and dispesitions of the assets of the company; (2} provids reasonahle
assarance thal ransactions ase recorded a5 necessary 1o permdt preparation of financial statermnents in pccordance
with genesally accepled accounting principles, and that receipts and cxpendituses of the company are being made
anly in accordance with suthorizatens of management and directors of the company; and {3} provide reasomable
sssurance regarding prevention or imely detection of unouthorized aeguisiton, usz, of disgosition of the company 's
aasois that could have a material effect on the financisl staternsnts.

Becanse of s inherent limitstions, intemal control over financial IEpOMting may nol prevent or detect
misstaements. Also, projections of any evalustion of eHectivencss to future periads are suhject w0 the risk that
conrols may become inadequote becaute of changes in conditions, or that the degres of cornpliance with the
palicizs o procedures may deteriome

In cur epinion, management's assessment that Califosnia Winer Service Greup and subsidinries maintained
effective imternal cantrel over financial reporting 2z of December 31, 2006, is fairly stated, i all matesil rEspects,
based on criterin established in Fermal Conrrol — Integraced Framework, issued by the COS0. Also, in our
apinion, California Water Service Group and subsidinries maintained, in all material respests, effective intermal
cantiol over financial reporting as of December 31, 2006, based on criteria established in' frrernal Control —
Integrated Framewark, izsued by the COS0

W 2lsn have audited, in accordance with the standards of ibe Public Company Accounting Oversight Board
(United Siates), the consolidated balance sheets of Californin Water Servics Group and sebsidiares as of
December 31, 2006 and 2003, and dee related consolidated statements of income, common stockhalders’ eguiry
and comprehensive income, and cash flows for each of the years in the theee-year period eaded December 31, 2005,
and our repoat dated Masch 8, 2007 sxpressed an vnqualified opinion on those consolidated financial statermsents

e/ KPMG LLP

Meontain View, CA
Maseh 9, 2007
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling6
filed September 11, 2007)

(i) WP5-B2h, page 1 of 2.  Explain the statement "The Company has

not had a perfectly clean history regarding litigation" by identifying the

litigation to which you refer, and the outcomes of that litigation. Page 2

of 2. You state that there are "unique risks to both the ratepayer and the

stockholder." Are you allocating the cost of the requested position in

part to shareholders? If not, explain. Did the Transit Casualty Company

insolvency have any impact on Cal Water?

Response:

Please see copies of pages 25 & 71 of the 2006 10K (below)
and page 30 of the August 8, 2007, 10Q (below), which discuss

the recent asbestos liability and Chico plume suits.

Are you allocating the cost of the requested position in part to
shareholders? No, it is not Cal Water’s intent to allocate this
position. The risks discussed are related to geographic
diversity and the burden of adequately assessing risk at 24
separate districts scattered through out the state. The driving
force behind the individual district risk assessments is to ensure
that risks are properly mitigated, thereby ensuring a secure and
safe water supply for the ratepayers. While those risks to
shareholders are of a financial nature that would result if the
Company was not able to meet this obligation to the ratepayers,

but those risks simply flow from those of the ratepayer.

Did the Transit Casualty Company insolvency have any impact

on Cal Water? No

6 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Page 25 of the 2006 10K:

Item 3. Legal Proceedings.

O October 26, 2006, we were served with a complaint in Superior Court County of Los Angeles Case
No. BC360406 for personal injury. along with other defendants due to exposure to asbestos. The plamtiff claims to
have worked for three of cur contractors on pipeline projects for the period 1938-1999 and Palos Verdes Water
Company, a water uhility acquired by us in 1970, The plaintiff alleges that we and other defendants are responsible
for his asbestos related injuries. A trial date has been set for May 14, 2007, The plaintiff is seeking damages in the
amount of $37.5 millien. Our insurance camier has accepted the defense of the claim reserving certamn rights aleng
with ene of the confractor’s insurance company. We do not believe that we have any Hability regarding this claim
and have not recorded any liability associated with the claim.

From time to time, we are involved in various disputes and litigation matters that arise in the ordinary course of
business. Perjpdically. we veview the stams of each significant matter and assess its potential financial exposure. If
the potential ¥ & from any clamm or legal proceeding is considered probable and the amount or the range of loss can
be estimated, we accrue a liability for the estimated loss in accordance with SFAS No 5, “Accounting for
Contingencies ” Legal proceedings are subject to uncertainties, and the outcomes are difficnlt to predict. Becaunse of
such uncertainties, accrials are based only on the best information available at the time. As additional information
becomes available, we reassess the potential liability related to pending claims and hitigation matters and may revise
estimates.

While the cutcome of these disputes and lifigation matters cannot be predicted with any certainty, management
does not believe that the ultimate resolution of these matters will materially affect owr financial position, results of
operations, or cash flows.

Page 71 of the 2006 10K:
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Contingencies In 1995, the State of Califormia’s Department of Toxic Substances Control (DTSC) named us as
a potential responsible party for cleanup of a toxic contamination plume in the Chico groundwater. The toxic spill
occuired when cleaning solvents, which were discharged into the city’s sewer system by local dry cleaners, leaked
into the nndergrovnd water supply. The DTSC contends that our responsibility stems from owr operation of wells in
the .mrmmdmg vicinity that caused the contamination plume to spread. While we are cooperating with the clean up.
we deny any responsibility for the contamination or the resulting cleanup.

In December 2002, we were named along with other defendants in twe lawsmits filed by DTSC for the cleamup
of the plume. The suits assest that the defendants are jointly and severally liable for the estimated cleanup of $8.700.
The parties have undertaleen settlement negotiations. If the parties finalize a written settlement agreement. it must
then be approved by the court. In connection with these suits, owr inswrance carrier has filed a separate lawsuit
against us for reimbursement of past defense costs which approximate $1,000. We believe that the insurance carrier
has a duty to defend and is not entitled to any defense cost reimbursement. Furthermore, we believe that insurance
coverage exists for this claim Conseguently, we have filed a nnmber of pre—trial motions to dismuss the lawsuit.
However, if our claim is ultimately found to be excludable under insurance policies, we may have to pay damages.
We can give no assurance that we will be able to recover amounts paid for damages through rates.

In December of 2008, Cal Water filed an application to allow it to recover additional funding associated with its
postretirement benefit other than pensions (PBOP) or retivee healtheare plan that has been recorded as a regulatory
asset. As of December 31, 2006, the regulatory asset was approximately $9.8 nullion. In February 2007, the Division
of Rate Payer Advocates {DFJL] filed its protest to our PBOP application. The DEA fiwther noted that prior to thedr
protest, the parties met several times to discuss the Company™s application. During the discussions it became
apparent to the DEA that negotiations would extend bevond the deadline for filing their protest. The DEA further
noted that subsequent to this filing the parties will continue thetr discussions to achieve a seftlement that is
reasonable, consistent with the law, and in the public interest. While the DEA has filed its protest, the ultimate
outcome will be determined by the CPUC. Cal Water believes that the CPUC will recognize in rates the recovery of
the regulatory asset and the additional funding of the plan. If the CPUC does not permit t the Company to recover the
fnll amount of its regulatory asset, the regulatery asset. to the extent not allowed in recovery, will be written off.

The Company is involved in other proceedings or litigation arising in the ordinary couse of operations. The
Company believes the ultimate resoluticn of such matters will not materially affect its financial position, results of
operations ot cash flows.

Pages 30 and 31 of the August 8™ 2007 10Q:

LEGAT PROCEEDINGS

As previously reported. the Company was served with a complaint 1n Superior Cowrt County of Los Angeles Case No. BC360406
for personal injury, along with other defendants. due to exposure to asbestos. The plaintiff claims to have worked for three of the
Company’s contractors on pipeline projects for the period 1958-1999 including Palos Verdes Water Company. a water utility
acquired by us m 1970, The plaintiff alleges that the Company and other defendants are responsible for his asbestos related injuries.
On April 20, 2007, the Court sustained the Company’s denmr without leave to amend all Plantiff's claims alleging products
liability and intentional torts. The Court also sustained the Company’s demur with leave to amend on Plantiff's claim for prenuse
owner contractor lability, a negligence claim alleging nusconduct that may allow for puutive damages (Premise/Onner Clatim),
and the Court severed the Company from the accelerated trial with other named defendants. On July 3. 2007, the Court sustained
the Company’s demur with leave to amend on the Plant:ffs third amended complaimnt alleging the Prenuse/Owner Claim. Plaintiff
has filed a fourth amended complaint restating the Prenuse/Owner Claim The Company still believes that the plaintiff has fadled to
allege a legal claim against the Company, and the Company accordingly intends to file another denmur and motions to aggressively
defend itself. The Company’s inswance carrier has accepted the defense of the claim. reserving certain rights along with cne of the
contractor s insurance compairy. We do not believe that the Conxpany has any lability regarding this claim, but if the Company is
found liable, any hability would probably be paid by the insurance compamndes. Accordingly. the Company has not recorded any
liability associated with the claim

On May 20, 2007, the Company was served with a complaint in Superior Court County of San Francisco Case No. CGC-07-274213
for personal injury, along with other defendants. due to exposure to asbestos. The plaintiffs. Company’s contractor emplovee
{Cu:uutmcmr Emp]cﬂr ee) and his wife claim the Campm‘r and cther defendants are responsible for Contractor Emplovee’s asbestos
related injuries alleged doe to product liability and negligence while Contractor Emplovee worked for an underground pipeline
contractor. The complaint seeks unspecified general and punitive damages.
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The Company believes that plaintiffs have failed to allege a legal claim against the Company, and the Company has filed a demur
and motions to aggressively defend itzelf. The Company has tendered the claim to its insurance carrier and intends to tender the
claim to any contractor nnder contractual indemnification provision, once specifics of the claim are determined. We do not believe
that the Company has any liability regarding this claim but if the Company 15 found liable, any damages wounld probably be paid by
insurance companies. Accordmgly, the Company has not recorded any lability associated with the claim.

From time to time, we are involved in various disputes and litigation matters that arise in the ordinary course of business.
Periodically, we review the status of each significant matter and assess its potential financial exposure. If the potential loss from
any claim or legal proceeding is considered probable and the amount or the range of loss can be estimated. we accrve a hability for
the estimated loss in accordance with SEAS No 3, “Accounting for Contingencies.” Legal proceedings are subject to wncertainties,
and the outcomes are difficult to predict. Because of such vncertainties, accruals are based only on the best information available at
the time. As addifional information becomes available, we teassess the potential liability related to pending claims and litigation
matters and may revise estimates.

While the cutcome of these disputes and litigation matters cannot be predicted with any certainty, management does not believe
that the ultimate resolution of these matters will materially affect our financial position, results of operations. or cash flows.
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling?
filed September 11, 2007)
(G) WP5-B2i, page 2 of 3. What are the 28 internal controls deemed

to be deficient, and the seven significant deficiencies?

Response:  See Excel spreadsheet titled: “ALJ 3™ Ruling Q. 1j — 2006
SOX Deficiencies Please note that deficiencies 06-16 and 06-
17 combined into one single significant deficiency.

Did any deficiency impact ratepayers? If so, explain.

Response:  Not yet. However, the severity of uncorrected
deficiencies increases with time, escalating annually
from inconsequential, to significant, to material
weakness. Therefore, uncorrected significant
deficiencies from the prior year will result in a material
weakness. Under the Public Company Accounting
Oversight Board’s Auditing Standard #5, Cal Water’s
external auditors would have to issue an adverse audit
opinion if a single material weakness is deemed to exist.
The result of the material weakness and the adverse audit
opinion would be a plunge in the Company’s stock price,
a significant drop in our credit rating, and consequently a

higher cost of capital that ultimately affects ratepayers.

7 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Q3. General Office

Formal Application — Workpapers (continued from First Ruling®
filed September 11, 2007)

(k) WP5-B2k, page 1 of 2.  You state that the Company's number of
customers has increased from 425,700 to 443,500 (a 4.2% increase over
the past 5 years). On page WP5-B2j, you state the increase to be
436,700 to 460,900 (a 6% increase over the past 5 years). Which is

correct?

Response: The 4.2% increase is the correct number.

8 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.

56



Q3. General Office

Formal Application — Workpapers (continued from First Ruling9
filed September 11, 2007)
(I) WP5-B2l, page 1 of 2. Of the responsibilities listed for this job,

which benefit ratepayers?

Response:  The intent of the position is to ensure complete and effective
communication of all water related issues to the ratepayers. As
such, it is Cal Water’s opinion that all the responsibilities of

this position benefit its ratepayers.

If some do not, explain how/whether you are planning to allocate part of

the cost of this position to shareholders.

Response:  There is no disallowable time allocation associated with
filing this position. It is not anticipated that this position
will be used for lobbing or corporate imaging, but rather
focusing on various state and local issues that affect our

water supply, service delivery or other issues important to

our customers.

9 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Q3. General Office

Formal Application — Workpapers (continued from First

Ruling10 filed September 11, 2007)
(m) WP5-B2m, page 1 of 2.  Of the responsibilities listed for this job,
which benefit ratepayers? If some do not, explain how/whether you are

planning to allocate part of the cost of this position to shareholders.

Response:  The two positions requested (communications specialist—
already hired and the emergency communications specialist)

both work exclusively on ratepayer-related communications.

10 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Q3. General Office

Formal Application — Workpapers (continued from First

Rulingl1 filed September 11, 2007)
(n) WP5-B2n, page 1 of 5. How do you currently handle
emergencies? (Note that First Ruling asked another question

about the 24-hour call center.)

Response: The following is a general description as to the manner in
which Cal Water responds to emergencies since the response

varies greatly

Emergencies are basically classified as events that need the
immediate attention of Cal Water. Examples of emergencies
are mainline leaks, sheared fire hydrants, power outages
affecting supply/storage and water quality issues to name a
few. Reaction to the emergency depends on the time of day
and day of the week the emergency occurs in addition to the
overall size and severity of the emergency. If it is during
normal business hours, the call initially comes into the specific
district office where it is routed to the appropriate Cal Water
personnel for evaluation as to what is required as far as
personnel and equipment to respond. Outside contractors,
General Office personnel and the media may be required
depending upon the severity of the emergency. For water

quality calls, Cal Water’s goal is to respond in one hour or less.

If the emergency takes place outside of the normal business
hours, including weekends and holidays, the call comes into
either an outside answering service or directly to Cal Water for

those districts that maintain 24/7 personnel to answer the

1 First Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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phones. If it comes into an answering service, the information
is forwarded to the Cal Water supervisor on call for that district
that week. The supervisor evaluates the emergency and
requests assistance from other Cal Water personnel as needed.
For those districts that have their own personnel answering the
telephone after hours, the on-call supervisor is contacted by a
Cal Water employee. The supervisor evaluates the emergency
and requests assistance from other Cal Water personnel as
needed. Outside contractors, General Office personnel and the
media may be required depending upon the severity of the
emergency. For water quality calls, Cal Water’s goal is to

respond in one hour or less.
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Q3. General Office

Formal Application — Workpapers (continued from First

Ruling12 filed September 11, 2007)

(o) WP5-B2p, page 1 of 2. Do you have in summary form data showing

that the number of projects has tripled from what it was ten years ago,

and doubled in the last five years. If so, please produce this data.

Response:

The Torrance Engineering group has only been in existence
since the Dominguez merger in May of 2000. The statement
made in the position description is a general statement meant to
be applicable to the overall number of projects assigned to
engineering from the capital budget over the last five to ten
years. Cal Water does not have a log of the specific number of
projects ten years ago, but could provide a number for the last
five years if needed. The Torrance Engineering group has
responsibility for the East Los Angeles, Rancho Dominguez
(Palos Verdes, Hermosa-Redondo and Dominguez), Westlake,
Antelope Valley, Kern River Valley and some of the
Bakersfield District capital projects. One can assume without
compiling actual numbers that as the overall number of capital
projects increases, those assigned to engineering, both General

Office and the Torrance Group will increase as well.

12 first Ruling of Administrative Law Judge Seeking Additional Information Regarding California
Water Service Company’s 2007 General Rate Case (First Ruling), filed September 11, 2007.
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Q3. General Office

Formal Application — Workpapers (continued from First

Ruling13 filed September 11, 2007)
(p) WP5-B2q, page 1 of 2. List all Water Supply and Facility Master
Plans you have prepared for your water districts (including the
General Office Allocation districts). You show a trend in capital

projects as follows; provide a comparable figure for your 2007 request:

"Cal Water had 1,187 approved capital projects in the 2003 budget,
1,480 in 2004, 1,584 in 2005 and 1,593 in 2006."

Response: Below is a list of the status of all water supply and facility master

plans.

California Water Service Company

by District

District Status of Water Supply & Facility Master Plan

Antelope Valley Scheduled for 2008

Bakersfield Master Plan is currently underway; Scheduled completion June 2008
Bear Gulch Master Plan is currently underway; Scheduled completion March 2008

Chico-Hamilton
Dixon

Master Plan is currently in Draft Version review; Scheduled completion December 2007
Scheduled for 2008

Dominguez Master Plan is currently underway; Scheduled completion January 2009
East Los Angeles Master Plan finished October 2007
Hermosa Redondo Master Plan is currently underway; Scheduled completion January 2009
Kern River Valley Scheduled for 2008
King City Master Plan is currently underway; Scheduled completion March 2008
Livermore Master Plan finished March 2007
Los Altos - Suburban Master Plan finished October 2003
Marysville Scheduled for 2008
Mid-Peninsula Master Plan is currently in Draft Version review; Scheduled completion November 2008
Oroville Scheduled for 2008
Palos Verdes Master Plan is currently underway; Scheduled completion January 2009
Redwood Valley Scheduled for 2008
Salinas Master Plan finished April 2005; Long Term Water Supply Plan currently underway
Selma Master Plan is currently in Draft Version review; Scheduled completion November 2008
South San Francisco Master Plan finished June 2003
Stockton Master Plan is currently underway; Scheduled completion early 2008
Visalia Master Plan finished February 2005
Westlake Scheduled for 2008
Willows Scheduled for 2008
Company Total Completed = 6
Underway = 10

Schedule to Start =8

13 First Ruling of Administrative Law Judge Seeking Additional Information Regarding Ca